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ousehaold debt is one of the most
critical issues facing policymak-
ers in Thailand. At 81% of GDPin
2016 — an increase of 20% from five vears
carlier — indebtedness plagues many
Thai families.
According to a survey by the National

. Statistical Office, 92% of household debt

consists of formal [oans such as hous-
ing and car finance, credit cards and
personal loans. Informal loans, including
maoney borrowed from loan sharks, make
up the rest. Among formal loans, housing
loans account for around half of total
retail iending or 2 trillion baht, followed
by car loans {25%}, and credit cards and
personal loans (25% combined).

In addition to the high debt burden,
insufficient ability to service debt and
deteriorating debt quality are concerns.

. At the end of 2016, the ratio of non-

performing retail loans increased to 2.7%,
with the figure for heusing loans rising to
2.9% from 2.4% a vear earlier.

When it comes to monitoring loan

- portfolio quality, banks already have
i many tools such as credit scoring, early

warning and collection systems, to pro-
tect loan quality to make sure borrowers
can pay debt back. However, heavy com-
petition and varying risk policics across
hanks might result in different credit
approval standards, with more credit
being offered to households without con-
sidering their ability to pay off the debt,

Apparently, the free-market mecha-
nism in this case is not adequate to bring
down houschold debt and sustainably
improve debt-servicing ability.

Instead, the issue needs to be
addressed through the use of so-called
macro-prudential policies. Regulators
around the world started introducing
such measures in the afterinath of the
global financial crisis that began in 2007,
The aim is to deter banks from lending
excessively during credit boorus, and
to mitigate losses during an econontic
downturn.

One popular macro-prudential policy
is a limit on the loan-w-value (LTV)

0 MANAGE HOUSEHOLD DEBT

ratio of housing leans. For example, let's
say ypu want to buy a candominium
worth 1 million baht and are required

to pay 200,000 baht of your own money
as a down payment before the bank wilf
lend you the rest. Thus the LTV ratio is
80%.

The Bank of Thailand has had LTV
rules in ptace since 2011 for condo-
miniums and since 2012 {or single
detached houses. Banks are required to
set aside additional capital against loans
with high LTV ratios. Ior example,
if banks provide mortgage loans for
condominiums with an LTV ratio greater
than 90%, the central bank requires them
1o place 75% more risk-weighted assets
against such leans.

Even with the imposition of LTV limits,
we are still seeing high LTV levels, Loans
with an ETV ratio greater than 90% are
the largest category, at 35% of all housing
credit, as the graphic shows. Although
most of these loans were for single
detached houses under the government’s
first-home buyer scheme, it shows that
competition among banks infliences
decision-making when it comes 10
assessing risk-weighted trade-offs and the
additional cost of capital.

Surprisingly, though, our study sug-
gusts that a higher LTV ratio does not
necessarily imply higher risk as meas-
ured by non-performing loans (NPLs}.

In terms of loan guality, the NPL ratio of
high-LTV toans is relatively lower than for
tow-11V loans, especially where the LTV
ratio ranges from 80-90% on outstanding
credit greater than 5 million baht. This

is because banks will be highly selective
about such horrowers.




Higher - LTV lending

Proportion of LTV ratio

100% @

| 28% (90-100% LTV) 35%
80%

60%

7% (80-90% LYV) 30%

40%

Varying risks

LTV ratio
(90, 100}

(80, 90) ‘

{0, 80}

a-3 5-10

>10
Loan amount {million baht)

3-5

Note: Colours represent ranges of NPL ratios ‘

Source: Bank of Thailand and TMB Analytics

Since an LTV policy might not be
enough on its own, another option is to
introduce debt-to-income (DTT) limits. -
These are calculated based on total debt
instalments that borrowers already have
and new debt they apply for, as a propor-
tion of disposable monthly income. This
would better reflect household debt to
GDP since both identify the ability to
service debt relative to income,

DTI could also be applied to every type
of credit because it is conditional on debt-
servicing ability, while ETV applies only
to lending based on collateral such as &
house or car. Indeed, a Bank of Ireland
study has shown that DTI requirements
have a significant impact on default rates,

While the Bank of Thailand has not
explicitly announced a DTI policy,
banks have their own internal criteria,

In practice, DTT should not be greater
than 40% because banks want to make
sure that borrowers have the rest of their
manthly income available for copsump-
tion, savings and investment rather than

Low risk 1.0-1.3%

¢ Y 1.3-16%
16-1.9% |

19-22%

High risk 22.25Y%
POSTgraphics

for debt instalments. Additianally, they
would still have a buffer to service debts
and deal with the costof living during an
economic slowdown. '

However, since tegulators do not have
any explicit penaity for lending to people
with weak debt-servicing ability, each
bank still determines DTI based on its
own risk tolerance and policies.

If we want to be “stronger together”
and reduce houschold debt rapidly and
effectively, imposing both LTV and DT1
policies would be the most effective swrat-
egy. Studies by the IMF support this view.
However, imposing both policies simulta-
neously could backfire on both borrowers
and banks because of increased difficulty
in obtaining loans given the stricter credit
conditions.

TMB Analytics is the economic analysis unit
of TMIB Bank. Behind the Numbers is
co-authored by Panawat Innurak and Naris
Sathapholdeja. They can be reached at
tmbanalytics@tmbhank.com
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Thailand progresses under sufficiency economy model: study

THE NATION

A STUDY compiied by the global
research and consuitancy firm
Oxford Business Group (OBG) charts
Thailand's successful transition from
net aid recipient to donar, white
exploring how its model for sustain-
able development could be adopted
or adapted still further across the
Global South.

0BG's data feature ina special
report titled "South-South in Action:
Sustainability in Thailand -
Experience for Developing
Countries”, produced by the United
Nations Office for South-Seuth -
Cooperation (UNOSSC) and
Thailand's Ministry of Foreign Affairs.

The report was taunched in

- January at the UN headquarters in

New York in the presence of digni-
taries, government delegations, UN
officials, partners and the media.
The report marks the first in what
will be a series of “Sauth-Southin
Action” publications by UNOSSC,

in the study, Thailand's journey
towards South-South sustainability

and triangular cooperation is

" tracked, with detailed coverage

given to successful innovations that
have been implemented at home
and replicated elsewhere,

In particular, there is detailed cov-
erage of the country's commitment
to applying the home-grown suffi-
ciency-economy philosophy (SEP),
devised more than 40 years agoand
driven forward under the late King
Bhumibot Adulyade]. SEP is credited
with having put Thailandon a
steady growth path over the
decades and remains a pivotal tool
inits bid to reach the UN's
Sustainable Development Goals
(SDGs). _

Thaitand’s economic model of
sustainable development and what
it could mean for other countriesin
the Southhasiongbeenafocal
point of OBG's research and analysis.
A publication it produced last year
dedicatad a chapter to the topical
issue, with the latest developments
and implications set for wide-rang-

ing analysis in “The Report: Thailand .
207", due out in the coming months. -

Speaking after the event, OBG's

managing editor for Asia, Paulius
Kuncinas, said that with scepticism
growing across developing nations

. about the effectiveness of assis-

tance from Western donors,
Thailand’s iong-standing position as
a champion of development theory
showed it had been “ahead of the
curve”,

“For decades, the developing
world has been increasingty disen-
chanted by the Anglo-Saxon eco-
nomic madel, finding that the
overemphasis on financial indicators
and the lack of regard for people, the
{and, water, health and culture run
counter to the long-term interasts of

society,” he said. :

“Thailand recognised early on
that other, more superior ways of

- organisation may exist and has been

a leading advocate of models that
incorporate these views. The world is

" now just catching up”

“The Report: Thailand 2017 will
be a guide to the many facets of the
country, including its macroeconom-
les, Infrastructure, banking and other
sectoral developments. it will be
available in print and online. :
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